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STAFF REPORT 
EXECUTIVE SUMMARY 


AN ANALYSIS OF THE USE OF REGULATION A FOR SMALL PUBLIC OFFERINGS 





The relative importance of the Regulation A exemption from registra- 
tion for small public offerings to the funding of capital formation of 
smaller issuers seems to be diminishing, according to a staff report pre- 
pared by the Commission's Directorate of Economic and Policy Analysis. 


The Regulation A exemption from the registration provisions of the 
Securities Act of 1933 has now been available for small or limited 
offerings of securities for nearly 50 years. Regulation A is intended 
to provide for such offerings an attractive alternative to the registra- 
tion of securities with the Commission, which may be more expensive or 
otherwise more burdensome on small issuers. By use of Regulation A, an 
issuer may publicly offer securities to raise capital or conduct 
numerous other transactions such as a merger or an offering pursuant to 
an employee stock option plan. Over its history, the maximum size of an 
offering which may qualify for the use of Regulation A, the Regulation A 
ceiling amount, has been raised several times. It was last raised in 
September 1978 from $500,000 to $1,500,000. 


This study examined the general operation of Regulation A by 
focusing upon the characteristics of the issuers and offerings using 


the exemption and the effects of the most recent increase in Regulation 
A ceiling amount. 


In summary, the major findings of this study are as follows: 


- The importance of Regulation A to the funding of capital 
formation of smaller issuers seems to be diminishing. 
The increase in the aggregate dollar amount of Regulation 
A offerings in the last five years has been eclipsed by 
the much faster growth of registered unseasoned offerings 
in the same period. The relative decline in recent years 
of Regulation A activity will probably continue because 
of alternative capital raising vehicles and because of 
inflation. If a further relative decline in the use 
of Regulation A results fram the increased competition 
of new capital raising vehicles, then this decline would 
simply signal the introduction of exemptions and registra- 
tion forms better-suited to the needs of smaller issuers. 
If, on the other hand, Regulation A volume declines 
principally as a result of an effective lowering of the 
Regulation A ceiling due to inflation, then the decline 
could be interpreted as the unintended consequence of the 
interplay between inflation and a regulation which relies 
for its operation on a nominal dollar standard. 





Despite increases in the Regulation A ceiling amount 
in the last two decades, the use of Regulation A (as 
measured by number of filings) appears to have peaked 
in the mid-1950's and has remained far below that peak 
in recent years. 


Total Regulation A offering activity has historically 
constituted only a small fraction of either total 
public offerings or offerings by new issuers of securi- 
ties. 


While various types of offerings are made through 
Regulation A, the typical offering is one of common 
stock for cash sale. 


As clearly influenced by the constraint of the 
Regulation A ceiling amounts, these offerings are 
generally small, recently averaging about $800,000. 


Regulation A issuers in nearly two-thirds of all 
distributions conducted their offerings without 
the assistance of a broker-dealer. 


Broker-dealers (as underwriters or agents) assisted 
in about 38 percent of Regulation A primary cash 
offerings representing 45 percent of the dollar 
value of all such issues. Larger cash offerings are 
more likely to include broker-dealers. 


Issuers of the securities offered through Regulation 
tend to be small (half with less than $1,000,000 in 
assets) and newly-established (half in business for 
one or two years before an offering). A small group 
of relatively older issuers, however, has used 
Regulation A for extended offering (such as those 
covering employee stock purchase plans). 


Regulation A issuers have limited registration and 
continous reporting experience under federal securi- 
ties regulation. Less than 15 percent offer securi- 
ties in registered offerings (under the Securities 
Act of 1933) and only 22 percent have been required 
to disclose information regularly (under the 
Securities Exchange Act of 1934). 





It is estimated that the increase in the Regulation 
A ceiling in September of 1978 from $500,000 to 
$1,500,000 resulted in the number of Regulation A 
offerings nearly doubling and their dollar amount 
nearly tripling. 


The increase in the Regulation A ceiling was also 
accompanied by an increase in the size of the typi- 
cal Regulation A offering (fram $334,000 to $768,000) 
and a higher participation rate by broker-dealers 

in the distribution of such offerings (fram 23 percent 
to 38 percent). 


Regulation A issuers before and after the ceiling 
increase were widely distributed according to indus- 
trial classification and geographic location. In 
both periods, for example, issuers engaged in high 
technology manufacturing have accounted for less 
than 10 percent of all issuers. 


Issuers' measurable costs of preparing a Regulation 
A offering appear somewhat lower than those for 
comparable registered offerings in terms of absolute 
costs. In relative terms, however, the cost differ- 
ences are less evident. For example, the expenses 
in issuing and distributing on an agency best efforts 
basis are 16.5 percent of proceeds for a sample of 
Regulation A offerings and 15.8 percent of proceeds 
for a sample of comparable size offerings registered 
via Form S-18. Statistical tests failed to find 
significant cost differences. 


Regulation A offerings are successful for issuers 
as measured by the percent of such offerings that 
are completed and the percent which develop after- 
markets. An estimated 77 percent were campleted 
in the period September 1978 - June 1980. Of 
those common stock offerings that were completed 
in that period and not subject to resale 
restrictions or otherwise limited in their public 
distribution, 74 percent developed an aftermarket 
with market maker quotations as of July 1, 1981. 





- Aftermarket price performance of Regulation A issues 
ranges from adequate to unfavorable. A comparison 
between marketable Regulation A offerings and a 
portfolio designed to reflect over-the-counter 
market movements found little difference (69 percent 
versus 75 percent appreciation, respectively). 
However, when compared with small unseasoned, 
registered common stock issues On a somewhat dif- 
ferent basis, Regulation A issues significantly 
underperformed the registered issues (16 percent 
appreciation versus 181 percent). 


Copies of this report may be obtained by writing to: 


U.S. Securities and Exchange Commission 

Office of Consumer Affairs and Information Services 
500 North Capitol Street 

Washington, D.C. 20549 





STATISTICAL HIGHLIGHTS 


Offerings Statistics 


Total corporate offerings in February 1982 amounted to $5.3 billion, 
an increase of $2.5 (90.8%) fram January 1982's total of $2.8 billion and 
of $901 million (20.5%) fram the $4.4 billion of such offerings in 
February 1981 (see Table M-310). Of total corporate offerings registered 
offerings accounted for $5.1 billion in February, increasing $2.6 billion 
(103.7%) from the $2.5 billion of registered offerings in January. 


Public offerings of non-convertible bonds rose sharply in February 
1982 to $3.6 billion from the $799 million of such offerings in January 
1982, an increase of $2.8 billion (see Table M-331). Offerings of con- 
vertible bonds and preferred stock were lower in February of 1982 than 
they were in January of 1982. In fact, there were no convertible bonds 
publicly or privately offered during the month. Cammon stock offerings 
for February 1982 ($1.4 billion) were little changed from January 1982. 


Registration Statistics 


Total effective registrations in February 1982 were valued at $11.4 
billion, an increase of $2.9 billion (35.6%) from January 1982's total of 
$8.4 billion and an increase of $1.1 billion (10.7%) from February 1981's 
total of $10.3 billion (see Table M410). 


Of securities registered for immediate cash sale, debt offerings in 
February 1982 totaled $3.6 billion, a sharp increase of $2.6 billion from 
January 1982's figure of $914 million (see Table M-420). Offerings of 
other security types for immediate cash sale were generally lower in 
February of 1982 in comparison with January of 1982. However, the value 
of seasoned common stock offerings in February exceeded the value of such 
offerings in January of 1982 ($356 million in January 1982 and $639 
million in February 1982). 


Two other categories of registrations experienced notable changes 
in February of 1982 in comparison with January of 1982. Registrations 
for exchange transactions were up sharply ($4.8 billion versus $2.9 
billion), and registrations of savings and thrift plans declined markedly 
(only $35 million in February of 1982 versus $2.3 billion in January of 
1982). 





Market Statistics 


The total market value of equity sales on U.S. securities exchanges for 
February 1982 aggregated $38.3 billion. This represents an increase of 8% 
from the $35.4 billion of equity sales in February 1981. The market value 
for stocks traded in February 1982 totaled $36 billion, an increase of 8.5% 
from the comparable period a year ago. The market value for options traded 
for February 1982 totaled $2.3 billion (Table M-110). 


In February 1982, there were 2.8 million put contracts traded and 6.1 
million call contracts traded, representing increases of 30% and 24.9%, re—- 
spectively, since February 1981. The market value of put option contracts 
traded was $843 million and the market value of call option contracts traded 
was $1.5 billion (Table M-210). Open interest in exchange-traded options for 
February 1982 totaled 1.7 million for put options and 4.8 million for call 
options, increases of 43% and 16%, respectively, since February 1981 
(Table M-220). 
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EXPLANATORY NOTES 


Aggregated Volatility and Liquidity Measures for NYSE-Listed Stocks 


The volatility of NYSE-listed stocks is the extent to which stock prices change from 
day to day. 


Aggregate monthly price volatility is reflected in a dispersion measure of day-to-day 
percent changes in the Standard and Poor’s Composite Index; this index was chosen because 
of its breadth and historical coverage enabling a review of volatility back to 1928. The day- 
to-day percent changes for any interval are ranked from low to high and are divided into 
four “equal” groups by the first, second and third quartiles. The difference between the 
third and first quartiles--the interquartile range--is the measure of volatility. This is a widely 
used measure of dispersion and always a positive number. The interquartile range is not 
sensitive to the magnitude of monthly extremes but will indicate shifts in the frequency or 
relative number of large day-to-day changes. These attributes filter out the impact of short- 
term shocks and enable identification of months characterized by relatively high price 
volatility. 


A more detailed description of the statistical approaches used in developing this 
measure of NYSE price volatility is available from the SEC’s Directorate of Economic 
and Policy Analysis in a staff paper entitled Analysis of the Impact of Competitive Com- 
mission Rates on Aggregate Price Volatility of NYSE Stocks. 


Liquidity refers to the responsiveness of stock price changes to transaction volume. 
If stock price movements are highly insensitive to volume traded, then the market is 
considered liquid. Conversely, if stock price changes are highly responsive to volume traded, 
then the market is considered illiquid. 


The aggregate liquidity index is computed by comparing daily price changes for the 
Standard and Poor’s Composite Index to the daily turnover of NYSE shares outstanding. 
For every trading day during the month, the natural logarithm of the price relative and the 
daily turnover rate--the ratio of share volume to shares outstanding--are computed. Then, 
the square of the log price relative is divided by the turnover rate, and this quantity is 
averaged over the entire month. The negative logarithm of the base ten of this average is the 
monthly estimate of liquidity. 


A detailed description of the statistical model which yields these estimates of 
liquidity is available from the SEC’s Directorate of Economic and Policy Analysis in a staff 
paper entitled Analysis of the Impact of Competitive Rates on the Liquidity of NYSE 
Stocks. 
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EXPLANATORY NOTES 


Market Value and Volume of Equity Security Sales on 
U.S. Securities Exchanges 


Data on the value and volume of equity security sales are reported in connection with 
fees paid under Section 31 of the Securities Exchange Act of 1934, as amended by the 
Securities Acts Amendments of 1975. The reports include odd-lot, as well as round-lot, 
transactions. 


Data of those exchanges marked with an asterisk cover transactions cleared during the 
calendar month; clearance usually occurs within five days of the execution of a trade. Data 
of other exchanges cover transactions effected on trade dates falling within the reporting 
month. The inconsistency introduced by these two different methods of aggregating the 
data is not considered to be significant, and, accordingly, all registered exchanges are aggre- 
gated and reported in monthly summaries. 


Stock trading data include the trading of voting trust certificates, certificates of 
deposit for stocks, and American Depository Receipts for stock. 


Trading in rights is included in the warrants trading data for all periods prior to 
January 1972. 
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EXPLANATORY NOTES 


Exchange-Traded Options 


A call option provides the purchaser the right to purchase and a put option provides 
the purchaser with the right to sell, 100 shares of an underlying stock at a specified price 
until a specified expiration date. Exchange-traded options expire within nine months. 


The expiration date of an option is the Saturday following the third Friday of the 
designated expiration month. Options expire quarterly and belong to one of three ex- 
piration cycles: (1) January-April-July-October; (2) February-May-August-November; and 
(3) March-June-September-December. Options are traded in the nearest three of the four 
expiration months of a cycle, thus, options with nine different expiration months are traded 
simultaneously. 


The number and dollar value of call and put option contracts sold monthly by each 
exchange are reported in Table M-210. Contract volume includes both opening transactions 
(which establish new long or short option positions) and closing transactions (which 
eliminate long or short option positions). Long positions in options are eliminated through 
closing sales, exercises, or expirations. 


Monthly contract sales for calls and puts by expiration month are presented in 
Table M-215. At the top of each column the calendar month identifies the interval over 
which contract volume is aggregated. Expiration months are arrayed along the left margin. 
For example, February contract volume in options expiring in July is located in the cell 
at the intersection of the February column and the July row. 


Open interest for calls and puts by expiration month as of the last trading day of 
the month is reported in Table M-220. Open interest is defined as the number of contracts 
outstanding, that is, the number of contracts sold that have not been closed out by an off- 
setting transaction, have not been exercised and have not expired. At the top of each 
column, the calendar month identifies the date for which open interest is calculated. Ex- 
piration months are arrayed along the left margin. For example, open interest at the end of 
February in options with a July maturity is Seal in the cell at the intersection of the 
February column and the July row. 
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EXPLANATORY NOTES 
Security Offerings 


The Commission’s statistical series on primary security offerings includes all primary 
security issues registered with the Commission for immediate cash sale to the public pursuant 
to the requirements of Section 5 of the Securities Act of 1933, or exempted from registra- 
tion pursuant to Regulation A. 1/ It also includes securities publicly offered in interstate 
commerce by issuers exempt from the registration provisions of the Securities Act and 
information collected by the Commission on certain private placements as described below. 
Excluded from the statistical series are: issues of less than $100,000; debt securities with 
maturities of less than one year; secondary offerings; non-cash offerings; issues not defined 
as securities under Section 2(1) of the Securities Act of 1933; yi government 
securities; offerings of non-profit and/or charitable groups; securities offered only on an 
intrastate basis; employee stock plans; investment company issues other than closed-end 
shares; intracorporate securities transactions; and sales to foreign purchasers. Issues 
registered and later withdrawn are excluded from these security offerings data but are 
included and shown separately in the Total Effective Registrations Table (M-410). 


The source of data for the security offerings series are the registration statements filed 
with the Commission by the issuers. For some issues, the offering date may fall in a dif- 
ferent month than the effective date. Prior to January 1977, this difference led to incom- 
parability between the offering tables and the Total Effective Registrations Table. Beginning 
with January 1977, issues have been included in the offering tables as of the date of 
effectiveness of the registration statements. 


Information on interstate public offerings of corporate securities exempt from SEC 
registration requirements, which is shown separately in Table M-310, is obtained from pub- 
lications of Moody’s Investors Service, Inc. Most of the securities included are railroad equip- 
ment trust certificates, mortgage-backed bonds of savings and loan associations, or corporate 
bonds which are guaranteed as to principle and interest by the United States Government. 


Data on private placements are collected through a Commission survey of 39 life 
insurance companies on a monthly basis and 9 more on a quarterly or semi-annual basis, 
and (prior to January 1977) by reports of private placements filed with the Commission on 
Form 8-K. Life insurance companies surveyed by the Commission reported assets of $320.4 
billion as of December 31, 1979, representing 74 percent of all life insurance companies 
assets. Only those private placement commitments which are actually taken down are in- 
cluded in the statistics. The surveyed companies report total placements of each issue. No 
representation is made that the private placement investments of the reporting life insurance 
companies approximate private placement activity as a whole in the United States. 


The offering tables distinguish between corporate offerings and foreign government 
offerings. Corporate offerings include issues by non-corporate business enterprises such as 
limited partnerships. The Sicsian government classification includes offerings of foreign 
governments, foreign government agencies, and foreign government-owned enterprises. 


1/ As of September 18, 1978, the aggregate amount of securities which may be sold in an offering made 
pursuant to Regulation A was raised from $500,000 to $1,500,000. 





Explanatory Notes, Security Offerings (Continued) 


The industry classifications used in the offering tables are self-explanatory. The com- 
munication group includes telephone utilities. The commercial and other industry group 
comprises agriculture, construction, wholesale and retail trade, and all service activities 
other than financial services. 


The security types used in the offering tables are straight bonds, convertible bonds, 
preferred stocks and common stocks. The convertible bond category includes only those 
issues which are convertible into common stock. The preferred stock group includes 
convertible preferred stock. The common stock category includes common shares issued by 
closed-end investment companies, as well as securities issued by non-corporate businesses, 
such as certificates of participation and shares of beneficial interest, and other equity 
securities such as voting trust certificates and certificates of deposit for stock. Depository 
receipts are not included in the offerings statistics. 


All figures are subject to revision. The private placements statistics will be revised 
quarterly. Data on public issues will be revised annually. Revised figures will be indicated 
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EXPLANATORY NOTES 


Security Registrations 


All registrations which became effective under the Securities Act of 1933 are included. 
Total Effective Registrations, Table M-410, includes cash and non-cash issues. Issues are 
included as of the effective date. 


The primary corporate offerings classification includes registered offerings for 
immediate cash sale where the proceeds of the offering are received by the issuing cor- 
porations. Secondary offerings are registrations of outstanding securities where the pro- 
ceeds of the issue do not accrue to the issuing company. The dollar amount for either type 
of offering is based on the registered offering price. The unseasoned common stock classifi- 
cation includes public offerings by companies registering common stock for the first time 
under the Securities Act of 1933. The other equity securities classification consists of 
offerings of certificates of participation or beneficial interests, warrants or options, voting 
trust certificates and other equity securities not elsewhere classified. 


Issues offered for extended cash sale include investment company issues, employee 
plans and depository receipts. Depository receipts include American, European and 
domestic depository receipts. The foreign government classification is shown separately, 
whereas registrations by foreign corporations are included with U.S. domestic corporate 
offerings. Investment company securities include open-énd, face-amount and unit trust 
offerings, as well as variable annuities. 1/ Closed-end investment company securities are 
included in primary corporate offerings. j 


Issues registered for other non-cash purposes, such asexchange transactions, securities 
given for property or services, or securities reserved for conversion, are valued at current 
market prices. 


Data on withdrawals, in Table M-410, include the number and amount of registration 
statements that have been completely withdrawn. 


Beginning with January 1978, the total amount registered for investment companies was eliminated. 
However, total registrations of investment companies was retained in the tables due to the adoption by 
the Commission of Rule 24f-2 [17 CFR 270.24f-2], effective November 3, 1977. This rule allows 
certain registered investment companies to register an indefinite number of securities for sale. Each 
issuer must file a notice at the end of the fiscal year identifying the number of securities sold and remit 
the corresponding registration fee. 





PUBLIC AVAILABILITY OF THE NEW, UNIFIED ROS FILE 


The SEC has prepared a new, unified computer tape containing the Registrations and 
Offerings Statistics File (“ROS File’). The ROS File contains a record of each offering 
registered under the Securities Act of 1933 and each offering exempt from registration 
under Regulation A of that Act. 


Previously, the ROS File was available on two computer tapes, one covering the period 
1970 through 1976 and another covering 1977 through the first ten months of 1981. Now 
the ROS File tape covers records from January 1970 to within four months of the currently 
published month. Each record contains 92 possible variables identifying characteristics of 
an issue and its issuer. Records for the period January 1970 to December 1976 have 
possible entries for only 54 of the 92 variables on the complete record layout. 


All records contain data on security type, type of offering, price per security, dollar 
amount of the offering, method of distribution and whether the sale is of a primary or 
secondary nature. CUSIP numbers have been included for securities which have been 
assigned such identification. Issuer data include SIC (industry) Code, issuer’s name and 
Zip Code. 


The later records, for the years 1977 to present, include additional detailed data on 
underwriter’s name, spread, reallowances and selected financial data relating to the issuing 
firm. 


The computer tape of the ROS File has been provided to the National Archives and 
Records Service of the General Services Administration. Copies of the ROS File tape and 
related documentation are available for purchase from that agency. Interested parties can 
make arrangements with the Archives to obtain the computer tape in a configuration which 
will be compatible with the user’s hardware. Requests for copies should be sent to the Ma- 
chine Readable Division, National Archives and Records Service, Washington, D.C. 20408. 
The price per copy is $65.00 (subject to change), payable to the General Services Admini- 
station. In ordering, please refer to item Number NN-373-207. Shipment will be made 
within six weeks of receipt of the order. Additional information about the ROS File is 
available from the Branch of Corporate Finance Studies, (202) 523-5629. 





SELECTED SEC PUBLICATIONS 


RECENT RESEARCH STUDIES 


Staff Report on the Securities Industry in 1980 (September 1981). 
9 x 12 envelope, $3.57 postage 


A Monitoring Report on the Operation and Effects of Rule 19c-3 under the Securities 
Exchange Act of 1934 (August 81). 9 x 12 envelope, $1.22 postage 


The Role of Regional Broker-Dealers in the Capital Formation Process: Underwriting 
Market-Making and Securities Research Activities (August 81). 
9 x 12 envelope, $1.56 postage 


A Monitoring Report on the Operation of the Cincinnati Stock Exchange National 
Securities Trading System (May 1981). 


Analysis of the Spreads on the New York Stock Exchange (March 1981). 
Form S-18: A Monitoring Report on the First 18 Months of Its Use (March 1981). 


A Monitoring Report on the Operation of the Intermarket Trading System 
(February 1981). 


RECENT CAPITAL MARKET WORKING PAPERS 


Economic Considerations in the Choice of Alternative Accounting Methods: 
Evidence from the Accounting for Interest Costs Issue (December 1980). 


Commercial Banks, Trust Departments and Concentration of Power: 
A Legacy of Glass-Steagall (February 1981). 


The Effect of Net Institutional Trading Imbalances on Stock Prices (March 1981) 


Multiproduct Economies of Scale in the Securities Industry: An Application of 
Developing Theory (March 1981). 


Contact the Office of Consumer Affairs and Information Services (202) 523-3761 or 
Eileen Whelan, (202) 272-2850, for copies of the above publications. 


OTHER PUBLICATIONS 


SEC Official Summary. A monthly summary of securities transactions and holdings of 
officers, directors, and principal shareholders. 


The publication listed above is available from the Superintendent of Documents, 
Government Printing Office, Washington, D.C. 20402. 
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